This is a study of the application of the purchasing power parity propositions to the interesting cases of India & Pakistan through the Co-integration method. The results of the Co-integrations of both the nations demonstrate that the exchange rates are more in tandem with price movements supporting PPP theorem. This is interesting given the near-and-far off relationship between India and Pakistan owing to historical and contemporary factors which does not hold an irrational exchange rate. It is good for the two important developing nations to expand their economic and trade relationship which is a win-win situation for both countries. The study also points to the need of the two countries, with extensive poverty still in spite of their nearly seven decades' history of their development, to better manage their economies and currencies, the latter from fall and fall, which is dimming the international standing of their currencies. The study is a modest contribution to the literature on the Purchasing Power Parity theory with reference to the "special" cases of India and Pakistan.
Introduction
It is a matter of interest for both the learned and the way to know how foreign exchange rate determined, which, among others, determine, what one has to pay for imports and get from exports. It is an interesting matter to investigate in respect of any currencies.
India and Pakistan Economies
India and Pakistan are the two neighboring Asian nations, between which there is a great deal of economic similarity, the two forming one under the colonial British Rule, until the bifurcation of the country in 1947 into India and Pakistan and their exchange rate. This paper addresses the long run PPP of India and Pakistan currencies and their exchange rate. There is a need for a good deal of comparative studies of India and Pakistan economies, but such studies appear, to be few and far between. It is needless to say, that the "value" of currencies, is a good reflection of the relative strength of their economies and the purchasing power (pp) of their currencies determine their rate of exchange or foreign exchange rate, say, if two currencies, Rs&$, are of equal by or purchasing power (PPP), then the rate of exchange of the two currencies is Rs&$, Rs1= $1. Though this is a very simplistic explanation, it is being held all over.
As can be seen from the (Table 1) , India and Pakistan both are lower middle income group (MIG) of countries with a Per Capita Income > $1000 and <$2000. The two are poverty ridden to the extent of over 20 per cent of the respective populations of 1.316 billion and 199.10 million. India is a $ 2597 billion economy and Pakistan is a $ 304.9 billion economy. Significantly, India has an edge in terms of all parameters except the ease of doing business, where it takes 34days while only 19 days in Pakistan. The two nations' PPP-PCI is $5630 for India and $5090 for Pakistan [1] [2] . Thus, Pakistan needs to improve its socio-economic parameters in relation to India. With its within 19 days business permissions, as against India's 34 days, Pakistan offers a better business environment than India. It is significant that China, which has emerged as a global trading power, is also a major trading partner of India, India-Pakistan appear as very distant trade partners.
On the whole, the transformation of India and Pakistan economies, in the last so many years, has been from low income countries to lower middle income (LMI) ones. And, under the impact of globalization, in the 21 st century, the efforts on economic development and higher growth rate are found enhanced.
Economic-Growth, Exchange Rates and Foreign Trade
The attempts of both India and Pakistan is to attain higher per capita income is that the ratio of exchange of currencies is on par with their purchasing power.
In the case of India and Pakistan, Pakistan Rupee is of lower purchasing power vis-à-vis Indian Rupee, response of higher rate of inflation and large trade-gap.
In Table 1 , India-Pakistan respective rates of Inflation are 3% and 6% -7% and the trade gaps 2% -3% and 6.4% of GDP. Whether the long-term exchange and 3Ps ratios of the two nation converge. This is the problem under investigation in this modest but significant piece of study concerning two South Asian neighbors, economically distant. In terms of Table 2 [8] . There are studies empirically testing the 3P proposition of price and exchange rate equality (P = E) [9] [10] [11] [12] , which on the whole hold the PPP's proposition.
where S is the nominal exchange rate measured in units of domestic currency per unit of foreign currency, P is the domestic price level and P * is the foreign price level. The relative PPP hypothesis, on the other hand, states that the exchange rate should be proportionate to the ratio of the price level and does not compare domestic and foreign levels of purchasing power, but rather focuses on changes in this purchasing power. Relative purchasing power parity theory, therefore, states that the inflation rate differentials between two countries are offset through inverse changes in the nominal exchange rate so that the purchasing power ratio between the two remains constant [13] .
( )
where k is a constant parameter, since information on national price levels normally is available in the form of price indices rather than absolute price levels, absolute PPP may be difficult to test empirically.
The PPP theory has been tested for several countries using various statistical Al-Gasaymeh and Kasem [9] has tested two forms of purchasing power parity for all the countries between exchange rate, domestic and foreign price levels.
The Role of Country Characteristics on Purchasing Power Parity
The distinction is to investigate whether trade, inflation and geographical (distance) contribute towards the validity of purchasing power parity in terms of trade, inflation and geographical (distance), to have a bearing on the theory.
Therefore, also for countries with similar or resembling characteristics. India and Pakistan in this respect are a good case study of the problem. The study [10] examines the validity of Purchasing Power Parity and investigates the market integration using Unit root tests, Johansen co-integration test, and a vector error correction model were employed to test data covering the period 2005Q1-2012Q4
between Jordan and its major trading partners. The results provide evidence that the Purchasing Power Parity model holds in the long run investigation. Al-Gasaymeh [11] investigates, the role of country characteristics on Purchasing Power Parity for countries classified into three groups of trade agreements (FTA), high inflation and others, all standing by the theory. Paper [14] examines the va- [26] for the G-6 and OECD countries, [27] for the industrial countries, [28] [29] for the OECD countries, [10] for the OECD, [30] for the G-10 countries, and, [31] for 17 developed countries. On the other hand, some studies have also shown that the real exchange rate is non-stationary, as done by [32] for the OECD countries, [33] for 65 developing countries, and [34] for eight Pacific countries and 15 developed countries, and so on. It is found that India and Pakistan are an untested field for PPP investigation. They make an interesting case study for PPP testing. It is important for them to know whether PPP holds for them for meaningful economic and trade relations. Hence, this study undertaking.
Data and Methodology
The data collected from different sources mainly from World Bank group is of time series for economy, trade and price movements for the period (2004-2014) (Appendix) enough period for a relationship to examine the time series properties. The unit root test of ADF test is used to examine the stationarity of the data. The unit root tests were first implement on level, and then on first difference of the data. If the series are of first order, then we may proceed to test the existence of the long-run relationship among these variables using Johansen cointegration test. If the maximum Eigen statistic and trace statistic greater than 5% critical value, then we rejected the null hypothesis. By using Econometric Views-E The test of weak PPP consists in testing the existence of a cointegration relationship between the nominal exchange rate and the price ratio. Let, ( )
where k is a constant parameter Rewrite Equation (2) 
where e is the nominal exchange rate, P, P * the domestic price, and the foreign price respectively and c = constant, β 1 , β 2 = coefficient, ε t = error term. For strong PPP to be valid β 1 should be positive and equal to one, β 2 should be negative and equal to 1 in order for PPP to hold. For relative PPP, β 1 and β 2 do not need to be equal to 1.
Cointegration Test
After a careful compilation of data, cointegration procedure, developed by Joh- tive, a long-term relationship means that the balance variables move together in time, so that any short-term deviations from long-term trend will be corrected.
These series are said to be cointegrated and therefore, a common root stochastic trend. Johansen-Juselius, procedure again, in the n-variable first order given by VAR.
By subtracting 1 t X − from each side of the equation, equation (9) is an (n × n) identity matrix; and π is defined as ( )
The rank of π equals to the number of cointegration vectors, also, the model in equation (10) can be generalized to allow for a higher-order autoregressive process, Trace Test:
Maximum eigenvalue test:
where I λ the estimated eigenvalues and T is the number of valid observations, the null hypothesis of traces of statistical tests that the number of individual cointegration vector is smaller than or equal to r against a general alternative which gives the result of not more than rcointegrating vectors the last λ max statistical tests the null hypothesis that there is vector r cointegrating against the alternative of r + 1 cointegrating vectors. In general λ max statistics is more 
Results and Discussion
The result of ADF test in Table 3 shows that the null hypothesis of unit root for both countries cannot be rejected at 1% significant level when all the variables are in the level but can be rejected when they are tested at first difference, which means all the variables are stationary at first difference. However, the null hypothesis of stationary cannot be rejected when all variables are tested in their first differences. Thus, we concluded that all the series are I (1) process. All the series are I(1) process; the cointegration test can be implement and proceeded to examine the long-run relationship among the variables. Table 4 reports the results for the Johansen cointegration test which showed that there exists a cointegrating relationship between exchange rate, and price levels for 
Conclusions and Recommendation
India and Pakistan are strange cases of countries which are geographically near, but which hold them apart economically swing to the bitterness of partition and the mass exodus of people and sad memories, and still on-going territorial disputes and armed conflicts over them. The new and high and fair minded United Arab Emirates (UAE), wherein people of different faiths and nationalities fully feel at home and safe, is a model for India-Pakistan relationship [35] .
With the goods and services markets appearing quite integrated liberalization of financial markets may take place. If we envision this process of integration continuing, then there will be the prospect of multi-dimensional cooperation between the two nations.
As a way forward in India-Pakistan bilateral trade, in place of bilateral bitterness and born enmity, Pakistan should agree for MFN status for India, which India had conferred on Pakistan way back in 2006.
Also, the study indicates the need of the two countries to better manage their economies and guard their currencies from continuous depreciation which is not good for their international image "Fair" economic co-operation rather than conflict is bound to raise the global standing of the economies of the two countries and make them look as somewhat equitable societies, same mass poverty.
A. Al Al-Gasaymeh et al. and prescription of the study is for the two-warring neighborhood is hold the price-line, look after your currency values, promote thrift investment and growth and overall prosperity and environmental well-being.
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